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A UNIFORM METHODOLOGY FOR- MEASURING PAREtJTAL ABILITY, TO PAY; 
IMPLICATIONS FOR THE^ COLLEGE SCHOLARSHIP; SERVICE I)Sf 1975-76 



This paper, prepared by James L. Bowman , iDirector , Financial 
Aid Studies and Programs., Educational Testing Service, is 
being distributed at thd College Board Regional Assembly 
meetings, winter 1975, for discussion and| reaction. 



The purpose of this papfer is to describe aS proposed system 
for a 'uniform methodology for measuring parental ability to 
pay for postsecondary educational costs for consideration byi 
the membership of the College Scholarship Service Assembly. 
In setting forth this proposal, a brief review of the CSS 
need analysis system is given. This comparative analysis 
demonstrates the substantial aspects of the\ CSS need analysis 
rationale that have been incorporated into i^he prpposal out- 
lined here 1 , 

The ipovement toward a uniform methodoloW of determining 
parental ability to pay to be used over time W al^ institu- 
tions and agencies awarding financial aid funote is consistent 
with the goals and objectives of the C^S and represents a 
continuation of the evolution of measurement that has been 
a part of the CSS tradition since its inception in 1954 . In 
addition, the proposed methodology brings intov being several 
characteristics long considered desirable 'by many financial 
aid administrators and agencies awarding student aid funds — 
namely, a more simplified system in which the metiiodology can 
» ' " be readily understood by the users and in. which accuracy of 
information is retained. /^\ ^ ' ^ 

The development an'd maintenance of a methodo\ogy. for the 
M measuring of parental ability to pay will continue to be 

important as long as the primary purpose of financial aid 
prograins is to permit attendance at postsee^oudary institutions 
by students who cannot afford to pay the expenses * themselves . 
The desired equity in the a^ard^nq of financial aid can only 
be achieved through the . widespread application of a .consistent 
method for measuring the ability of families to pay for edu- 
cationarlOcosts . ^ ^ . ■ ^ : 
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Assumptions 



The proposed uniform sta'ndard is based on the same general 
.. assumptions as the. current CSS need analyses system. The 
underlying principle of the proposed national standard is 
that parents have an obligation to finano^ the education of 



their children to • the extent that they ai 



)le. 



. . Another, general assumption shared by' the proposed uniform 
standard->^nd the CSS system is . that the family must be accepted 
in its present financial condition. Any system that analyzes 
financial need must deal first with the objective facts of. 
family financial circumstance • It cannot make distinctions « 
between the frugal and the spendthrif ty • It cannot distin- 
guish between improvidence and financial hardsh:]^^. 

The proposed uniform standard attempts to treat all 
families equitably, recognizing the peculiarities of each 
family's situation that contribute to differences in ability 
to pay. I'his is closely related to th^ assumption in the' 
CSS system that in determining a family's ability to pay fpr 
postsecondary education, the compixtation system must coffsider 
the size of the family and the extraordinary expensed that 
the family may have. The system must consider^ specrial family 
I circumstances such as aqe,\ marital status, and the number of 
working parents, as tJhese 'factors alter a family's financial 
strength. \^ 

'\ Mi. 
The uniform standard considers both the income aiS^ assets 

of parents ;in deriving their true financial strength This 

principle 0f need analysis is similar to the CSS assumption 

that a family's income is the primary source of support for ' 

postsecondaty education,^ but its accumulated assets must hlsa 

,|)e considefired . Income and assets, combined, produce the 

most comji^rehensive index of a family's financial strength^ 

-and ther^^bre its ability to pay. ptirthermcz^re , both systems 

.Recognize, certain expenses and expenditures that are'not 4 

matter of family cbcTice, and therefore do not make adjustt- 

ments in estimates of financial strength because of differences 

in fami^ty sitja:M:ions that result from family choice. Porl 

example! a ^mily that owes a large debt on a automobile is 

.treated i^nticaliy with a family that owns a fully paid-por 

model ..y/Even though the fii^st family has a debt and is ref- 

quired/to allocate more of its income to paying that debtf, 

the pua:chase of the automobile generally reflects family 

•choice y so this obligation is not considered in the estinjate. 
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A'l though simple, accurate, and objective data as the 
^basi3' for the undrform standard ' s, cal'culations , the resulting 
contributions ca^i^r^ertarin validity of the present CSS 

system. "There maxwell be complexities in a relatively small 
number of individual family financial circumstances and 
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differences in attitudes toward, education that will require 
that an aid administrator consider adjustmeiits if appropriate 
for a s^jecific family. Iil^oing fehis he or she should eval- 
- uate bptiKthe objective ano^ subjective information available 
to him fr^^^'airi. sources. ^ - . • 

In 'general then, the expected parental contribution 
I toward educational expenses generated by the CSS an'd-tt^ 

L • ^ proposed uniform methodology are derived from the inter^ 

■ action of "income, unusual circumstances, as^et holdings, and 
rates of expecte^d contribution toward educational expenses. 



Basic to the pailotoj^hy of the CSS, and incorporated 
into the proposed uniform methodology is the concept that 
\ certain levels of income and assets are required to provide 
\ for yie economic necessities of the family, and that income 
and assets above these levels a^e available , in varying 
amounts, for institution of postsecondary education. 



Concept of Effective Income 



The proposed uniform methodology for measuring parental 
ability to pay uses, as , does the curr(^nt CSS ' rationale , a 
concept of "effective iricome" in its procedures for calcu- 
lating the parental contribution for educational expenses. 
Effective income, in this case, is defined as that income 
available to the family $or the provision of its economic ' 
wants aft;ex allowance against the parents' total taxable 
and nontaxable income has been made for the following ex-' 
penses: 

1. Federal income and F.I.C..A. taxes paid < 

2. Medical and dental expenses claimed for tax 
purposes (excluding medical insurance ) ^\ 

3. Casualty losses claimed for tax purposes, 

4. Housekeeping allowance (if appropriate)^ 

An allowance as now in the CSS system .is made for 
federal ift^ome arid employment taxes (social security) 
because these are mandatory taxes that are generally equally , 
applicable *to citizens in the United States and its posses- • 
sions./The payment 6f such taxes reduces funds available for 

* ^ other economic wants. One might reasonably ask why other 
taxes such as stata, and local taxes and real estate and 
sales taxes are not similarly deducted in the proposed 
uniform methodology. Studies by public finance economists, 
for example Richard Musgrave and Joseph Pechman, as well as 
annual studies conducted by the National Tax Institute, 
indicate that^for various ' income classes and within the 

" various states, the total burden of other taxes tends to be 
distributed fairly uniformly by income groups. That is to 
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say, a 'given income group in California whose taxes are 
incbme, (Excise, property, and sales taxes will have the same 
relative tax joblp-gation as a similar income group in New Jersey 
Where the predominant taxes are property, excise, and sales-i 
It is recognized that the collection of exact tax information 
within each locality and state for individual families would 
be an extremely difficult task and pose great problems with 
respect to Accuracy of the information collected, , On • the 
other handf to allow for certain taxes and to ejcclude other 
types would be to provide inequitable treatment to, certain 
families-, considering the fact of the uniformity of the ■ 
overall tax burden. ; • 

It should be noted that elimination of a direct allowance 
for state income tax paid has little overall effect on the 
CSS filing population. The average change in contribution - 
that results when an allowance for this item is eliminated 
-is $50, For families with a- net income of $20,000 or le'ss 
the change in parental "contribution that would Result is 
$100 or less. For families v/ith i'ricomes* between $20,000 
and $25,000 the average change in contribution ranges from 
$100 to a maximum of. $200. In the proposed methodology, 
provision is made for the average burden of state and local 
property, sales, and excise taxes through the determination 
of the rate of contribution from effective income. 

Similar tp the allowance made at, present by the CSS, 
an allowance is made in the uniform standard for provision 
of unusual medical and der|ntal expenses. In^an effort to 
enhance the accuracy Of the information reported, the pro- 
posed uniform methodology uses those medical and dental 
expenses (excluding mediclpil insurance) allowable as a de- 
duction for federal incoftife tax purposes. Since provision 
for basic- medical expenses (including medical insurance) 
for families is made in the Bureau of Labor Statistics (BLS) 
standard of living to be discussed later in this paper, 
such expen'ses that are allowable for income tax purposes 
more closely approximate unusual or ^3^raordinary expenses 
to a family. 




Under current CSS procedure)s ,^ the allowance for medical • 
and dental expenses in ex6^a^ of!l 5 percent of income does 
not usually affect average parent^rl^ontribution. For the 
populatipn as a whole, the average change in parental contri- 
bution due to medical and dental exjjenses is $20. The average 
change, ranges from $10 at incomes of $5,0Qp or less to $40 
for families at- income . levels of $22,000.^r more. Using 
the deduction claimed for income tax purposes in the^ proposed 
uniform methodology will result in a reliable, commonly 
understood allowance procedure, as sensitive as* that in . 
the .present CSS system, ' 
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As is the case in 'the CSS system, special allov/ances 
are also given for extraordinary^ expenses that are not normal 
expenses of family life and reduce a family's usuable income. 
The .allowable expenses in this category are those associated 
wi^h "acts of God." These ar6 expenditures of a casualty 
nature that are not foreseen and do not arise" from an act 
of consumer choice. Again, in order to retain the validity ' 
of the information reported and to minimize confusion about 
the terminology of "unusual expenses," the proposed uniform 
methodology uses those deductions for casualty losses that 
are claimed for federal' income tax purposes. Such deductions 
are quite similar to those currently allowable under CSS 
procedures, and so this change would have a minimal effect 
on parental contributions of the CSS filing population. 

In addition to these deduci^Jons in the proposed uniform 
methodology, allowance is made [jor housekeeping purposes 
where there are two working parents or where. there is a 
single parent. This allowance Vs 50 precent of the lesser 
income or $1,500, whichever is less (as in current CSS 
procedures) . This allowance is meant to adjuat income for 
the' additional employment expenses incurred by families that 
do not have the advantage of a nonemployed parent. When 
parents are working they incur additional expenses for 
clothing, transportation, and meals away from home and in 
a 'number of cases* expenses for child care. The current 
CSS system recognizes the costs of employment when two 
oarents work, although at a slightly- less accelerated 
?ate. This change would extend the same type of recognition 
of employment costs to single parent* families . ; 

Thus, from the liotal family income (taxable and nontax- 
able) are subtracted bertain allowable \ deductions , federal 
income and employment taxes, and if applicable a house- 
keeping allowance, medical, and extraor*|dinary expenses. 
The remainder is considered to be "ef f ebtive income , " ^ 
analogous-' to that used^ by the CSS. Note that there is no 
direct allowance against income in- the pro^^Qsed system for 
dependents in the family other than depehdenV^-sli^ildren . 
This is because the costs associated with these other family 
members is considered later in the procedure. ^ 



Basic Startdard of Living 

Basic to the, CSS system is the concept of a "moderate" level 
of living, a level of living that is neither luxurious nor 
poverty st^ricken. A family with moderate income and assets 
can maintain a standard of living similar to the middle- 
income third of the population of the United States. The 
moderate income allows adequate funds .for food and housing, 
for health and nurture of children, and for reasonable 
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participation fn social and community activities. The levels' *^ 
of ef fect^iye income requiVed to provide a moderate standard 
of living ^ will vary ciepenaing on family size. At the pre- 
sent time, such effective income levels range from an after-tax 
income of $10,290 for the one-child family to an after-tax 
income of $19, 020" J^or the family with 10 children. 

The moderate ^Levels of living established by the CSS 
haye been derived lErom the spring 1967 cost estimates by^ , 
the Bureau of Labor Statistics for a moderate standard, 
adjusted for changps in the Consumer Price Index (CPI) and 
to provide for a college-age child in families of differing 
sizes^ Iji addition, under CSS procedures, a standard lower 
than the moderate level has been adopted as a ppint of 
zero contribution. This standard is the lower-budget standard/ 
of the Bureau of Labor Stat:i.stics, adjusted for, changes in 
the Consumer Price Index and to provide for a c<i)llege-age 
child and families of differing sizes. ' 

For families with after- tax income below the moderate 
level, all income- is applied to maintenance of t^he' family. 
Income above these levels is considered discretio;^ary and 
available to the family for purchasing other goods and services/ 
one of which could be higher education. " ' . 

A major assumption by the CSS 4s that parehts are expected 
to continue to provide, as well as they are able, the basic 
essentials of life, whether the student lives at home or on • 
the college campus. Analysis of the changes in the moderate 
standard budget io^qates that as family size increases, the 
added cos^s to p^^ide a moderate standard decreases* In 
order .to provide/a standard contribution for equivalent 
incomes represeiv:ative of coi\titnuatio|i of provision of the 
basic necessities of life, the CSS has developed a weighted 
average budget using CSS families in l).972-73 as the population 
weights. ',The weighted average budget tehange for a'nine-Tnorith 
period amdunts to approximately $'900 es^lu.^^^^ taxes. Con- ^ 
sequently,! at tike moderate income level/ tbe Fanii^ would 
be expecteld to contribute $900 from incomeXan an^Unt that 
represents! the contixiuing obligation of the \^rents to . 
provide fotr the continuing maintenance of the\student, ex- ^ 
eluding cobts associated with housing. Below \he moderate, 
income lev^l, expectations decrease from $900 tea $0 at the 
level at which families have incomes equivalent \o that of 
the Bureau of Labor Statistics lower-budget standards. 

In a modification of th? CSS concept of a moderate level 
of living and its utilization of a fixed dollar expenditure 
representative of the "maintenance level" required of the 
family, the proposed uniform methodology provides for a. 
standardized allowance, called' the minimum standard (MS) 
aljlowance. * The MS represents the cost of the basic necessities 



for each family member receivirJg over one-half sifpport from 
the ^f^ily and -represents the level Of income at whicfi no 
contriLbution can be expected toward postsecondary educational • 
expenses. Its use, therefore, exempts from contribution the- 
dollar amount necessary to provide for the most basic expenses 
c5f the family unit, ^ 

The proposed Minimum Standard Schedule is- based on tj;^e 
spring 1967 cost estimates of BLS for a family ^livirig at a 
low standard of living, adjusted for. changes in the" Coyisumer 
Pride Index ^{CPI) and to provide for a college-age child in 
families of differing sizes. The Minimum Standa:c4^^chedule 
that would result from adjustmen/ts In the >CPI thjr^t^^h December 
1974 is as follows: ' / / ' 



Family size 

3 
4 

5 - 
6 
7 

8 • 

; 9 • 

10 . 

t 11 

12 . 



/ 



^1 



nncom^/after federal income 
in d j?Qci'al^ security taxes 



? 6,910 
8,030 
9,070 
^/880 
10,440 
11,000 
11,560 
12,050 
12,450 
12,77 



1. 




thoa<^ used by the 
a>«*zero parental 



These MS allowances are identical to 

CSS to denote those income levels at which j 

contribution is Expected.,' It should be po#^ited out that 
family size in the proposed system is* dajkermined by the* 
number of family members receiving one-half their 

support .from the family. This is .rtjcr^ necessari" 
as the number, of dependent childj^i^ recognj^^ 
system. Use qf the .family memb^^r conpcfjJfeliminates the 
need for an arbitrary allowai>^ ^£pif^'aependents other than 



children, and the. dollar 
by family. size) is a more 
expenditures in dollars a 
providing. 



leyKU*^t represents (differing 
rent approximation' of the 
in kind that the family is 



Thus, from the/^Jbal family income (taxable^^and non- 
taxable) are subt;?^tefl federal income and sdq^l'al security 
^axes, certain jarllowable deductions a housej<eeping allowance 
,(if applicab^^, and an appropriate allowap^g based on' family 
size. The^^mainder is considered, to be /available income" 
and is av^lable tolthe family"" for supp^^men'tation of the ^ 
Minimj^w and ^ variety oJ^ discre1;ionary purpdstjn^ 

one,,x^f ^which is 150 provide for the postaecbndary educational 
senses of the chi^J.dren-. / - ' ' 
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Tl^e calculation of available incoi)l^ in . the. proposed 
unifoannV methodology can be illustrated as follows: 

\ * . ^ ' « • % ^ . *' 

/ -Taxable wages, salaries/ tips ahSi other employee 
. compensation; 4 
/ Pathoe^ .. ^ 

Motiher ' 



/ 



+ Dividends'. . * 
+ Ijit©r^st 1 

+ Income other than wages, dividends, and interest' 

- Adjustments to incomp (sick pay, moving expjenses, etc) 
= Adjus\ted gros§ income for year preceding academic year 
^ N'ontaxable income for year preceding academic year 
= Total \income for compu-tation' prupbses " '* 

- Feder^a p.,ncdme ^and social security . ta^ies 

- Deductions claimed for tax purjboses ,on the basis of 
mediaal/dental, expenses (excluding insurance premiums) 

V Deductions claimed for .tax purposes* on the basis of 
■ ' : casualty losses 

. - Housekeeping allowance (if appropriate) ^ 

= •Effectivb income ' ^"7" ^ 

- Ap|3roprriWte .minimm standard -all^^ 

= Available ihcom^. for supplemental and discretionary 
purpOjses 

It is from Ithe available inconta of tK<^ family that suppor 
is .expected toward the provision of health, care, arid nurture 
expenses ^.bf the student and, if income is sufficient, toward 
the out-of-pocket expenses of tuitipn , books and supplies, etc. 
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Parental Contribiit ;ion from Assets 

Since assets . con tbribute to the financial "strength of the 
family, it is important to include them when assessing the 
family's ability to pay for postsecandary education. A 
strong net assets Iposition indicates greater capacity to 
finance postsecondary expenses out of currept income, and 
greater , acaess tojfinancial resources in general. Rather 
than expecting a flamily to liquidate its assets, the assess- 



ment pf^ assets ind 
raore*^ (or less) frotn 
nancial strength . 



icates the family's ability to Contribute 
its income as a result of its total fi- 



In general, t 
toward the cost of 



4^ 



:\ie CSS views the expected contribution^ 
attending a postsecondary institution 
iii light of the tota,l financial 3€rength of the family as 
generated by the interaction of income and ass^arjEis. It is / 
generally recognized that the possession of assets ' gives / 
greater^ total .financial strength than incomer ailone. Following 
'this concept, the family with -small income and' large assets 




may have thei-.^ame f 
,a higher income b.u 




ancial strength. as another fam: 
fewer or po assets. , - ' , 



i/ly 



y with 
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" The .CSS' sys-b(^m measures 'the financial stfength provided 
various combinations, of income and assets/jDy determining 
' the potential* supplementary . income that woi/ld be expected . 
^ from a •fiveH. value of assets., Srnce asset/s generally have y 
.*^been accumulated^ by .d&f erring the'' pure ha of goods and 
servifae.from income inJ^^Pt&*'^a^t , the assists can^ be considered 
available to s^upplemeflu the purchase ofygood.s and services 
from/income at the present aiid llj the future. The CSS system 
assume;^ that this supplemp^ to curr^ent family income from 
assets'is prorated over 'tne expected lifetime of the parent. 
While families may not convert their assets according to the 
CSS .formula, the technique serves to group families equitably 
with 'approximately the same financial strength when both 
income and a^ets ape considered together. ^ 

In' general, ' the p^roposed uniform methodoldgy for determini 
parental abil^ity to pay will follow, much the same procedures 
.as^tha C^S^ follows in determiiring discretiojiary riet worth. 
Dlscretibnary^ net .worth in t^ CjSS system is the value of- 
asse'ts after provision f or/retirement and indebtedness is-ntade.* 
The standard items to bo^onsidered as assets in the proposed 
'system are: 



■ J 

ng 

■ ■ 'i- 



/ 



1. Residence ej2fuity 

i. other real/estate equity 

3. cash, assays 

4. Other ' i^estments 

5. Businass/farm net worth 



/ 



..In a modification 'of 'curr(2int^CSS procedures^ the proposed 
unif d^?:m' metLrodology will include the total net worth of the 
f amily ' s sV^are of business and farm assets j^ather than a 
va^rying p/ercentage. The purpose ia' to jpfgyide for more 
equitabLe treatment of asse^:.s in general r4ther than base . 
the allocation on- types of asset helti.-/Tho full value 
conc^ap^ was approved hy the CSS member s-:f or use in thp 
1^727^3 prooelssing year, but it was^latdr modified to provide 
£(br/a transitional period because of tKe levels of expectation 
in/effect during 1972-73 and 1973-74 ./ The 'recognition of 

le considerable inflation in the economy in determining 
■he expected levels of, contribution for the 1974-75 processing 
year lias, ameliorated , to a large e?^tent, the impact of the 
expected <?:a*t;<^s of contribution on/net worth, held In the 
form of "a 'business or fqrm. Furthermore, \the proposed .4^. 
unj-form methodplogy ' exempts a lafrger - portion of assents fd^r* 
retirement purpos^/S than does t:he CSS at tne present time. 



J! 



The unifo^jn methodology , as in the CSS systeifi, does^ 
not take into consideration the value of congumer goods'' as / 
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aiS'sets, nor are 
connection with 
■as automobiles,, 
considered . 



outstanding Aoans or 
purchases of such du 
household furnishing 



debts — I incured in 
able consumer goods 
and appliances — 
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^ - . In rec'oqnitio'rv that a major reason' for accumulating assets 
is to provide for future retirement, the proposed uniform 
methodology also . provides an allowance against' assets . The\ 
allowance varies by age and sex of the primary working parent 
and is the dollar amount required, at the^ present age of the 
parent, to purchase' a fully paid, annuity^to provide at age \ 
65^ a supplementary income to social security ' benefits . The' ^ 
supplementary retirement income is the difference between \ 
average social ^security benefits and the budget amount esti- 1 
mated by the Bureau of Labor Statisticos as necessary, to provide 
a moderate standard of retirement living. This pr'ocedure is 
consistent with that currently being used by the College 
Scholarship Service. . ^ 

The retirement allowances have b'Qfen derived by determining! 
what amount, -in a single**payment , might be demanded by a | 
commercial insurance company at "-dif f ering ages of the primary 1 
woi:;;*:ing parent in return for the payment of an annuity of 
$1,.860 (in the case of a couple) or $1,93'Q, (in the case of ^ 
a single individual) per year beginning at age 65. ». This 
procedure is identical Vith that of the^ CSS; however, the 
fact that individuals are living logger on the averfige than 
' they^experience indicate4'in the Commission ' s StancJ^^ Ordinar^ 
Mortality Tables of 1958 has been recognized in fcJiese allowatibes/' 



/ 



This results in slightly higher retirement allowances than '/ 
are currently being used by thd CSS^^^ Retirement allpwances / 
ages and family types Under the proposed unifor^ 



for selected 
methodology are 



and family 
illustrated below; 




2 

52 
57 
62» 
65 



Two-parent 
family 

$11,040 
12,720 
15,000 
18,006 , 
22,320 
25,926 



One-parent 
family , 

' $13 ,680'" 
15,720 
IB, 36 0 
21,720 
K 26,400 

- 30,240 



, »After provision against net worth has; been made for an 
appropriate retirement allowance the family's remaining 
assets xire considered discretionary. 



^ • _ irt is from'thf discretionary net worth of the family 
that the additional financial strength generated by assets 
is measured. The discretionary net worth represents the 
portion of family net worth abov(^ that required to ^provide 
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a modera^tQ level of retirement inconle and could be considered ^ 
available for the fainily to use' in supplementing income at 
present and intd the 'future/ 

The purpose of ^e .-income supplement is to take account 
of the contribution that discretionary' ne.t worth makes to > , 
ability to 'pay for goods and services out. of current- income. /' 
The percentage of discretionary net *worth that is assumed 
to be ponve'rted to an annual supplementary income flow is 
,12 percent. This is a slightly different pr^ocedure frOitl th^t ' ^ 
currently used by the CSS where the conversion ratio variei? 
by age -and sex of th^' head of household. " A unif drm cdnver^&ion. 
ratio was chosen because of its ability to recognize chajr^es 
in 'the economy. The varying ^ratios used by 'the CSS a^e a 
func/:ioh of mortality tables, years' of working life, and 
interest rates in the economy. In the current complex 
economic situation, some of the underlying variables have 
lost the stability that previously recdmmended this use. ^ ^ - 
A single qonversion rate has the ^ advantage of underStandability*, 
and its rate reflects the rate q£ inflation in the /economy 
at the present time. The -most prevalent assets families 
seeking financial assistance are those composed o£ hofnes 
and real estate equity — changes in the market avalue of 
such holdings from year to year are primarily *a function 
of inflation.. Consequ^ntly> a conversion rate that approximates 
what inflation has added as' an increment , /Of value appears to ' 
^be appropriate. ^ ' v i ^ ^ 

In order to' provide* equal ^treatmen|^ among families, the 
uniform methodology distinguishes between assets sufficient 
for retirement and assets insufficiaht for retirement. When 
'the family- assets ar^ not sufficient to prov^^e 'for adequate 
retireipent at the moderate level, an allowance is granted 

'"^against effective iricom^ as is true under the .current pSS , 
procedures. This allowance is determinqid by ascertaining y 
the difference between ctirrent assqts and those ^required ^ - . / 
to provide an appropriate ""retirement allowance -and applying 'J 

/a, negative conversion ratio of 6 percent. / 

The first step before determining the amount parents ; 
can reasonably be expected to contribute toward meeting 
educational expenses is to determine the adjusted availably ^ 
income of the family. Adjusted available income. is the ^ , * 
available income plus the income supplement from discretionary 
net worth. The adjusted available income reflects- the economic 
strength'bf the family re'sulting from^sa combination of its 
income' and assets.' Contribution toward educational expenses- 
...j.s derived from this amount. . • 
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Expected !E>.arental Cqntribution from Adjusted Available Income 

. • ■ / ^. "~ , ' ■ ^ ■• 'v.- • ■ 

V As staljedf earlier / the CSS system revolves a^lfound the concept 
of the'BL^S.m^^ with a;, specific dollar expectation 

. attached, to J;h^ the c%i.tinued *support \of a 

child atteh^^g an institution of postsecondary education. 
. Both the mod-erate standard a'nd the lower standard serve \ 
..as ^reference points in the CSS system for determining the!^^ 
ability /^jf parents to cori.tribute to vth^ costs of postsecondary 
education. At the lowers-budget stand^d a $0 cpntr ibuifcion 
is expected, and at the moderate^JL^trel' a contribution iDf 
$900 is\expected. 'Under the proposed uifiform methoddl^gy' ♦ 
the effective lower-budget standard serves as the ipoint^ 
at whiah.,^^^ contribution results: Income above tUdt level 

is cpn3ic|0red to bd^ available income that can be utilized 
for suppflmehtary airtd^ 4$Bpretionary g^urposes, ; • 

■ . • . ■ ^ ••• " ^ • r-^^'vJN ' ■ - \ 1' 

" since 'available income represents the money available • 

^^Ni^r supplement^ary artd discretionary purposes, the question 
^remains T AWhat portion slaould be expected for postsecondary - 
'educatiQrial "^expenses? The existing- national services (CSS 
and ACT) have approached tfiis^*d[uestion by applying progressive 
tax theofy to need analysis. Given th^ concept of /a- basic 
standai d of living, money '<3ve if' this s-tandard can be considered 
availal: le -fpr a variety of purposes. Economists haye demon- / 
st'rateG that as the amount of money available ' to the family 
for. discretionary purposes- increases , the ratio of basic 
, consumption expenditures to total income decreases. Thus, 
as income increases, a larger percentage of income' may 
-tax^d 'with less effect on , the support : of . the ^^^^ The 
proposed, uniform methodology tises the following taxation 
rate ^^GJie'dule for estimating the aBT^driiY Q^_the _fa 
contribute toward educational costs: \ ^ ^"^^ ^ 

Adjusted Available Income" Taxation T?late Schedule 

Adju^^ed available 




income 

$ 0<$ 
5>000< 
6.,000< 
7,000< 

: 8 ,000< 
9,000<. 
10,000 or 



Taxation * rates 



5,000 
6>000 
7,000 
8,000 
9,000 
10,000 
more 



22% 

$1,100 
1,350 
1,640 
1,980 
2,380 
2,850 



plus 
plus 
plus' 
plu s 
plus 
plus 



25% 
2 9% 
34% 
40% 
47% 
55% 



over 
over 
over 
over 
over 
over 



5 5,000 
6,000 
7,000 
5,00D 
9,000 

1Q,00 0 



These rates have been 
parental contribution used 
pr6cessing year.' 



developed to approximate .the expected 
by the CSS and ACT fOr the 191^5 
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• ;A comparison of the expe<^ted ciontribution from effective ' 
^inoomfe • (i.e.. f income af^er federal ih~?<?^ ^rid social, security 
taxes) under current CSS procequresMnd^hose using the pro- 
posed uniform methodology f?bm certairivijicdme levels and family 
size is contained i-n Table 1 at the\end "of the paper. 



Summary . . ■ 

■• . * • ^ • ' ' |- ' 

In general - terms , the CSS computation for the family cor^tri- - 

bunion to pOstsecondary e'ducational expenses involves the ; 

I following; ■ - ' ■ ^ - . 

1. Determination of the annual income of the family. 

i ^ ■ ■ ^ ' ^ . 

2 . Determination, of effective jincoafie , by subtracting 

from annual income ""amounts that irefleCt federal income 

and F.I .C.A. ^axes paid, state income tax/ special categories 

of expq^nses prising from unusual si^tuations and. a^ working 

spouse /allowance . ( " / - 

. ' • ■i ' ' ': V * •• J • * 

3. ' Determination of discrqtion4ry^ net worth, with 
^pecikl consideration of .the age of 1;he' primary working 
parent and the family situation. » 

• ; - - . ' \ ■ ■ -v' 

4. ; Determination of any income^ f low supplement by 
prorating discretionary net woji^th^^ver the estimated re- - , 
maining life years of the primary ' working parent. 

5. Determination of the adjiisted e£feG±ive income by 
a^dding effective income and income' flow ^pplement. 
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-N. 6 . ' ^Determination *of family contribution from adjusted 
effective income by reference to parental expectation curves. 

'Similarly, the proposed unif6rTi\ methodology for computa- 
tion^ of the family contribution; to;college expenses involves 
the following: ■ f o 

4.' Determination of the annual income of the family • 
by combining income reported for federal income tax purposes 
with nonfeaxable "income*. . ^ i - 

*^ 2. Determin;ation of the available income of the family 
by subtracting from the annual income amounts that reflect^ 
federal income, and social security taxes paid,- deductions 
allowed for medical, dental, casualty losses, and housekeeping 
expenses and a family ' size ^allowance based on the Bureau 
of Labor Statistics lower-budget standards.- 
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3. Determination of diseretipnary net worth, with special 
consider at iori of the age of thfe.^ primary working parent 
and the family situatipn. 

,4. Determination of .any income flow supplement by 
prairating discretionary net. worth using a single conversion 
factor of 12 percent.' . ' ^ . 



, 5, Determination' of the adju^t^d available income by 
adding avallabl^^ income and income flow supplement. 

• ■ ■ . f. ^ ■ •■'"^ . ' •= * ' ■ ' ■ \ 
6. DfeteriAinatiori of family ^contribution from\ ad justed 

available; j/ncomis. b^ reference to a tax rate schedule. / 
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